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Dear  Mr.  Chairman; 

This  report  provides  information  about  the  condition  of  basic  public  ser¬ 
vices  in  poorer  communities  in  Texas.  It  examines  these  conditions  in 
the  context  of  changing  federal-local  fiscal  relations  due  to  declining 
federal  aid  and  the  loss  of  general  revenue  sharing.  The  report  also 
examines  local  efforts  to  cope  with  fiscal  problems  and  assesses 
whether  state  policies  helped  to  offset  these  circumstances.  This  is  our 
final  case  study  on  this  subject.  The  other  two  were  on  fiscally  dis¬ 
tressed  communities  in  California  and  New  Jersey. 

Copies  of  this  report  are  being  sent  to  other  congressional  committees 
and  subcommittees  and  other  interested  parties. 

Please  contact  me  on  (202)  275-1655  if  you  or  your  staff  have  any  ques¬ 
tions.  Other  major  contributors  are  listed  in  appendix  I. 


Sincerely  yours, 


Linda  G.  Morra 

Director,  Human  Services  Policy  and  |  By 
Management  Issues 


|~^ces!on~Fo,r  ~ 

CRA&I 

Li'iC  7.00 

1 

h — 

J 

Uf.iJ  i'.o,’  r H 

. . . 

.  1 

- - - - 

U:.  / 


I 

I 


".TSDd] 


Page  1 


GAO/IIRD-ftl-14  Distreesed  CommanitJe^  In  Texas 


Executive  Summary 


Purpose 


At  the  request  of  the  Chairman  of  the  Senate  Committee  on  Finance,  gao 
examined  the  condition  of  local  public  services  in  poorer  communities  in 
light  of  recent  declines  in  federal-local  government  aid  and  the  expira¬ 
tion  of  the  general  revenue  sharing  (ghs)  program,  gao  visited  communi¬ 
ties  in  three  states  to  (1)  examine  these  conditions,  (2)  identify  kxral 
responses  to  cope  with  the  conditions,  and  (3)  determine  whether  state 
policies  and  actions  have  helped  to  offset  the  negative  impacts  of  losses 
in  federal  aid.  This  report  is  a  case  study  of  the  city  of  We.slaco  and 
Uvalde  County,  two  of  Texas’s  poorer  communities. 


Background 


Local  governments  are  the  workhorses  of  dome.stic  policy  implementa¬ 
tion.  In  our  intergovernmental  system,  the  federal  government  looks  to 
them  to  provide  basic  public  services,  such  as  police,  fire,  and  public 
works.  It  also  depends  on  them  to  help  fulfill  national  domestic  objec¬ 
tives,  such  as  combating  drug  abuse  and  protecting  the  environment. 
After  increasing  for  nearly  two  decades,  federal  aid  that  supported 
these  efforts  declined  in  the  1980s.  And  the  $4.6  billion  grs  program  was 
terminated  in  1986.  Although  a  relatively  small  part  of  most  local  gov¬ 
ernment  budgets,  GRS  funds  were  important  to  poorer  communities 
because — unlike  most  federal  aid — they  funded  basic  local  public  infra¬ 
structure,  such  as  schools  and  roads.  Additionally,  poorer  communities 
received  more  GRS  funds  per  capita  than  the  wealthier  ones. 


Results  in  Brief 


Texas  is  recovering  from  the  second  of  two  economic  slumps  in  the 
1980s  that  were  associated  with  problems  in  its  oil  and  gas  industry. 
Because  Texas’s  economic  problems  affected  all  communities,  the  poorer 
communities  gao  visited  did  not  appear  to  lose  economic  ground  relative 
to  other  Texas  communities  during  the  past  decade. 

Yet,  fiscal  conditions  in  poorer  communities  did  worsen.  These  commu¬ 
nities  continued  to  be  faced  with  greater-than-average  service  needs,  but 
fewer  resources  of  their  own.  Lack  of  state  aid  and  the  addition  of  new 
responsibilities  mandated  by  the  state  also  contributed  to  the  fiscal 
problems  of  these  communities,  as  did  declining  federal  aid. 

Local  efforts  to  cope  with  fiscal  problems  associated  with  weak  econo¬ 
mies,  state  policies,  and  declining  federal  aid  helped  Weslaco  and  livalde 
to  maintain  their  limited  levels  of  most  local  services  after  revenue 
sharing  funds  ended.  However,  local  strategies  were  insvifficient  to  sus¬ 
tain  existing  levels  of  capital  spending.  Thus,  both  Weslaco  and  Uvalde 
postponed  capital  projects. 
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Executive  Summary 


The  expiration  of  grs  did  not  cause  the  fiscal  or  public  service  problems 
in  Weslaco  and  Uvalde,  but  it  contributed  to  them.  Texas,  like  most 
states,  did  not  replace  grs  funds  when  the  program  expired  in  1986. 

This  is  in  keeping  with  Texas  traditions  of  fiscal  restraint  and  decentral¬ 
ized  service  delivery.  Overall,  state  taxing,  spending,  and  grant-in-aid 
policies  made  it  more  difficult  for  poorer  communities,  such  as  Weslaco 
and  Uvalde,  to  meet  their  public  service  responsibilities. 


Principal  Findings 


Federal  Aid  for  Local 
Public  Services  Fell 
in  the  1980s 


When  domestic  problems  are  unresolved  at  lower  levels  of  government, 
the  federal  government  often  intervenes  through  financial  aid  and  regu¬ 
lation.  Grant-in-aid  spending  in  the  1960s  and  1970s  reflected  increased 
federal  involvement  in  local  public  affairs.  However,  in  the  1980s  feder¬ 
alism  policies  changed  and  budget  priorities  shifted,  causing  federal  aid 
to  municipalities  and  counties  to  decline  substantially.  These  factors 
also  led  the  Congress  to  end  the  grs  program  in  1986  (see  pp.  13-14). 


Texas’s  Fiscal  Policies 
'  Restrained  Taxing  and 
i  Spending 


During  the  past  two  decades,  Texas  experienced  wide  swings  in  eco¬ 
nomic  fortune,  primarily  due  to  the  rise  and  fall  of  its  oil  and  gas 
industry.  Yet  through  good  times  and  bad,  Texas  has  remained  a  fiscally 
conservative  state — as  measured  by  patterns  of  taxing  and  spending 
(see  pp.  20-25).  During  the  economic  boom  of  the  1970s  and  early  1980s, 
Texas  took  in  more  revenues  than  it  spent  as  severance  taxes'  swelled  to 
as  much  as  26  percent  of  total  state  taxes.  Large  surpluses  were  carried 
forward  into  later  fiscal  years,  because  the  state  did  not  spend  excess 
funds.  Thus  it  was  able  to  reduce  its  reliance  on  sales  taxes,  which 
dropped  from  70  percent  of  total  tax  revenues  in  1972  to  63  percent  in 
1982.  Texas  has  no  income  tax  (see  pp.  22-24). 

In  1982,  a  national  recession  coupled  with  the  concomitant  decline  in  the 
oil  and  gas  industry  dealt  the  state  a  powerful  fiscal  blow.  In  1986,  state 
finances  suffered  a  second  setback  when  the  price  of  oil  worldwide 
again  decreased  dramatically.  While  the  state  took  a  number  of  remedial 
actions  to  avoid  tax  increases,  its  sales  tax  base  was  eventually  broad¬ 
ened;  rates  were  raised  and  user  fees  increased.  These  measures  failed 


'These  taxes  are  imposed  on  the  value  or  quantity  of  materials,  such  a-s  oil.  gas,  and  other  natural 
resources,  removed  from  the  land  or  water.  Thirty-thre<'  states  levy  severance  taxes,  but  they  are  a 
minor  revenue  souri*  in  most  states 
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Executive  Summary 


Local  Governments  in 
Texas  Finance  a  Greater 
Share  of  Public  Services 
Than  in  Most  States 


to  fully  offset  revenue  losses,  causing  Texas’s  tax  effort-  to  decline  by 
15  percent  between  1978  and  1987 — the  second  largest  decline  among 
the  50  states.  In  1988,  Texas  state  revenues  per  capita  were  74  percent 
of  the  U.S.  average.  Only  four  states  ranked  lower  (see  pp.  22-23). 

Fiscal  restraint  is  also  reflected  in  state  expenditures,  which  in  1988, 
averaged  $1,763  per  capita,  nationwide.  In  contrast,  Texas  spent  less 
than  $1,227 — the  least  among  the  50  states.  In  no  category  of  spending 
that  GAO  examined  was  Texas  in  the  top  half  of  the  distribution  of 
states.  Texas’s  highest  ranking  came  in  higher  education,  where  it 
placed  27th.  It  ranked  32nd  in  highway  spending,  34th  in  hospitals,  36th 
in  education,  45th  in  police,  and  48th  in  public  welfare  (see  p.  25). 


Texas  has  heavily  decentralized  public  service  delivery,  whereby  locali¬ 
ties  finance  a  large  share  of  total  state-local  spending.  State  aid  patterns 
underscore  the  extent  to  which  Texas  localities  are  on  their  own  in  this 
respect.  In  1988,  states  allocated  an  average  of  $592  per  capita  in  state- 
local  aid.  Texas  provided  $385 — less  than  65  percent  of  the  national 
average.  Of  this  amount,  school  districts  received  94  percent;  counties,  4 
percent;  and  municipalities,  about  2  percent.  These  are  in  sharp  contrast 
to  the  national  averages  of  53,  24,  and  22  percent,  respectively  (see 
pp.  26-27). 

Texas  localities  became  even  more  fiscally  self-reliant  in  the  1980s 
because  federal  aid  declined  from  15  percent  of  total  local  government 
revenues  to  less  than  5  percent,  while  state  aid  to  localities  grew  by  less 
than  1  percent  (see  pp.  28-29).  Consistent  with  these  traditions,  Texas 
did  not  replace  grs  funds  when  they  lap.sed  in  1986.  Nor  has  the  state 
taken  other  steps  to  lessen  the  fiscal  problems  of  its  poorer  communities. 

GAO  has  found  that  general-purpose  state  aid  targeted  to  poorer  commu¬ 
nities  is  not  a  solution  to  the  demographic,  social,  or  economic  factors 
that  underlie  fiscal  distress  in  these  communities.  Yet  past  work  also 
shows  that  it  can  help  lessen  public  service  problems.^  Without  such  a 
program,  Weslaco  and  Uvalde  (and  communities  like  them)  must  cope 
with  their  local  public  service  problems  on  their  own  (see  pp.  31-35). 


^Defined  as  revenues  rai.s«d  per  $  1 00  of  personal  inarme. 


■’Distressed  Comnninities;  I’ublic  Servian  Declined  in  New  .lersey  Despite  Target'd  State  Aid 
~r9,  1990). 
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Executive  Summary 


Poorer  Communities 

Remain  at  Greater  Risk 

Texas  has  some  of  the  wealthiest  and  poorest  communities  in  the  nation. 
While  poorer  ones  did  not  lose  substantial  economic  ground  to  wealthier 
ones  in  a  period  of  statewide  economic  stress,  the  gap  between  poorer 
communities,  such  as  Weslaco  and  Uvalde,  and  more  affluent  ones 
remained  high  compared  to  most  other  states.  Thus,  Weslaco  and  Uvalde 
continued  to  face  substantially  greater  problems  due  to  their  higher  ser¬ 
vice  needs  and  fewer  resources  of  their  own  (see  pp.  30-33). 

Communities  Relied  Mostly 
on  Postponing  Capital 
Investments 

Local  governments  have  a  number  of  coping  strategies  to  choose  from 
when  public  service  needs  exceed  revenues.  These  strategies  include 
management  improvements  and  revenue  actions  (e.g.,  tax  and  user  fee 
increases,  drawing  down  reserves,  and  incurring  debt).  They  also 
include  reductions  in  program  spending  and  postponement  of  capital 
investments.  While  the  first  two  strategies  help  to  maintain  public  ser- 
vu  es,  the  latter  two  reduce  them.  Growing  service  demands,  troubled 
economies,  conservative  state  fiscal  policies,  and  declining  federal  aid 
caused  both  communities  to  implement  three  of  the  four  strategies 
before  1986,  and  they  continued  to  use  them  after  grs  ended  (see 
pp.  36-41). 

Weslaco  and  Uvalde  made  management  improvements  in  administration 
and  program  operations  to  stave  off  cuts  in  public  services.  However, 
the  approach  that  these  communities  relied  on  most  was  to  increase  rev¬ 
enues,  primarily  by  raising  taxes.  Weslaco  also  increased  user  fees  and 
significantly  increased  its  borrowing,  something  Uvalde  is  exploring  as  a 
means  of  meeting  its  growing  infrastructure  problems.  While  these 
actions  have  enabled  Weslaco  and  Uvalde  to  maintain  most  public  ser¬ 
vices  at  low  levels,  they  were  insufficient  to  sustain  current  levels  of 
capital  spending.  As  a  result,  both  communities  have  postponed  some 
capital  investments  since  grs’s  termination  (see  pp.  38-41). 

Recommendations 

GAO  is  making  no  recommendations. 

Agency  Comments 

GAO  discussed  the  contents  of  this  report  with  Texas  state  and  local  offi¬ 
cials  and  incorporated  their  comments  where  appropriate. 
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Chapter  1  _ 

Introduction 


Local  Governments 
Are  Major  Providers 
of  Basic  Public 
Services 


Local  governments  are  the  workhorses  of  domestic  policy.  How(‘ver. 
they  do  not  carry  out  their  responsibilities  alone.  In  our  federal  system 
of  government,  re.sponsibilities  are  shared,  as  well  as  divided.  From  the 
H)()Os  through  the  197()s,  the  federal  government  increased  its  activity 
in  local  public  affairs,  expanding  the  number  and  scoix*  of  federal 
grants-in-aid  progranis  and  increiising  grant  funding.  As  a  result, 
gem'ral-purpose  local  governments,  notably  counties  and  municipalities, 
became  more  defKmdent  on  the  federal  government.  In  the  1980s,  thi'- 
Irend  reversed  as  federal  aid  to  local  governments  decreased  substan 
tialiy.  In  particular,  the  Congress  rept'aled  the  $4.0  billi()n-{>er-year  gen¬ 
eral  revenue  sharing  (CRS)  program.  All  local  governments  have  had  to 
adjust  to  this  shrinking  .support.  However,  prM)rer  communities  have 
higher  public  service  needs  but  fewer  resources  of  their  ow  n,  circum¬ 
stances  that  pre.sent  them  with  greater  difficulty  in  absorbing  federal 
aid  cuts. 


Apart  from  administering  a  few  programs,  such  as  Social  Security,  the 
federal  government  plays  a  minor  direct  role  in  providing  domestic 
public  services.  Instead,  the  majtirity  of  these  programs  are  implemented 
through  a  partnership  among  federal,  state,  and  local  governments.  In 
this  partnership,  localities  are  the  workhorses.  In  1988,  local  govern¬ 
ments  led  the  federal  and  state  governments  in  direct  sptuiding  for 
police  and  fire  protection,  sewerage,  solid  waste  management,  parks  and 
recreation,  air  transtH)rtation,  libraries,  and  general  public  buildings  (see 
fig.  I .  I ). 
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Figure  l.t:  Percentage  of  Total  Direct 
Expenditures  for  Selected  Public 
Services,  by  Type  of  Government 

{Fiscal  Year  1988) 


ParcwTl  at  Total  ExpondHuias  tor  Each  Sorvica 


I  I  Local 
Slate 


Source:  Bureau  of  the  Census,  Government  Finances  in  1987-88 


I  After  Rising  for  Two 
I  Decades,  Federal  Aid 
j  to  Local  Governments 
Has  Fallen 


American  public  opinion  strongly  favors  keeping  the  provision  of  public 
services  close  to  the  grassroots.  Yet  this  opinion  has  also  supported  fed¬ 
eral  financial  and  regulatory  intervention,  especially  when  problems  are 
unresolved  at  lower  levels  of  government.  Problems  unresolved  at  these 
levels  have  often  spurred  new  federal  initiatives.  Grants-in-aid  speriding 
reflected  these  increased  federal  commitments  to  localities  as  aid  rose 
steadily  until  1978,  as  figure  1.2  shows. 
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Figure  1.2:  Trends  in  Per  Capita  Federal  Aid  to  Local  Governments  (1974  88) 

150  CoiiMam  1902  Deilara  Par  Capita 


129 


100 


75 


50 

1974  1975  1976  1977  1978  1.  J  1980  1901  1902  1903  1984  1965  1906  1967  1908 

Fiscal  Yaara 

Source$:  The  Advisory  Commission  on  Intergovernmental  Relations,  Bureau  of  Economic  Analysis,  and 
Bureau  of  the  Census, 


In  the  1980s,  changing  federalism  policies  favored  an  enhanced  role  for 
states  in  the  development  and  implementation  of  intergovernmental  pro¬ 
grams.  These  programs  included  some  that  had  previously  been  federal- 
local."  Additionally,  federal  budget  priorities  favored  defense  and  enti¬ 
tlement  program  spending  over  programs  for  housing,  economic  devel¬ 
opment,  and  infrastructure.  Since  the  latter  kinds  of  programs  were 
predominantly  federal-local,  aid  to  localities  declined  between  1978  and 
1988,  when  measured  in  constant  dollars.  As  a  percentage  share  of  total 
municipal  revenues,  federal  assistance  dropj>ed  62  percent  from  1980  to 
1988.  As  a  percentage  share  of  total  county  revenues,  federal  aid 
dropped  73  percent  over  the  same  period.  As  table  1.1  suggests,  grs  was 
the  most  visible,  but  by  no  means  the  only,  program  cut.- 


'  Btixik  Grants:  Overview  of  Kxpt'riemi'  to  Dale  and  Kmer^ing  Issues  ((;.AO;  in{!)-8.S-.l(i, 

Apr  15,  1.98.5),  ‘  ' 

-The  GKS  program  was  enaelrxi  as  tfie  State  and  I vk  :iI  Fiscal  .Assistance  Act  <  >f  1 .972  and  amended  in 
197(>,  1980,  and  198.3,  It  terminated  for  stales  in  1980  and  lixal  govemmenls  in  1980 
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Table  1.1:  Per  Capita  Federal  and  State 
Aid  to  Local  Governmenta  (in  Constant 
1982  Dollars) 


The  Rise  and  Demise 
ofGRS 


Fiscal  year 

Percentage 

change 

1980 

1988 

Direct  federal  aid  to  local 
governmenta 

Total 

SI  20  07 

$56  68 

-53 

Public  welfare 

1  36 

1.54 

13 

Education 

949 

508 

-46 

General  revenue  sharing 

25  94 

0 

-100 

Highways 

068 

t  18 

74 

Housing  and  community  development 

2097 

2438 

16 

Health  and  hospitals 

1  16 

1.12 

-3 

Other 

60  47 

23.37 

-61 

State  aid  to  local  governments* 

Total 

$461  80 

$481  93 

4 

Public  welfare 

50  69 

54  10 

7 

Education 

298  25 

312.10 

5 

Highways 

2351 

22.40 

-5 

Health  and  hospitals 

11,87 

14  32 

21 

Other 

77  48 

7902 

2 

®May  include  federal  aid  passed  through  to  localities 
Sources:  Bureau  of  the  Census  and  Bureau  of  Economic  Analysis 


GRS  was  originally  introduced  as  the  fiscal  centerpiece  of  the  Nixon 
administration’s  “New  Federalism.”  This  sweeping  presidential  initia¬ 
tive  would  have  nationalized  welfare  through  the  Family  Assistance 
Plan.  It  would  have  consolidated  129  categorical  grants  (totaling 
$1 1.3  billion)  into  six  decentralized  block  grants.  And  it  would  have  cre¬ 
ated  a  $5  billion  program  of  unrestricted  intergovernmental  aid — grs — 
distributed  to  virtually  every  state  and  local  government  in  the  I -nited 
States. 

President  Nixon  advanced  this  package  of  general  and  special  revenue 
sharing  proposals  during  a  period  in  which  many  prominent  economists 
predicted  that  the  federal  government  would  soon  experience  large 
budget  surpluses.  However,  sharing  excess  federal  revenues  was  not  the 
administration’s  principal  aim.  Rather,  as  the  President  described  his 
intentions  in  the  1971  State  of  the  Union  Address; 


"The  time  has  come  to  reverse  the  flow  of  power  and  resources  from  the  states  and 
communities  to  Washington,  and  start  power  and  re.sources  flowing  bark  from 
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GRS  Provided  Funds 
for  Local  Public 
Services,  Yet 
Measuring  Its  Impacts 
Is  Difficult 


Washington  to  the  states  and  communities,  and,  more  importantly,  to  the  people — 
all  across  America.” 

GRS  served  the  aim  of  decentralization  well  because  recipients  were 
given  the  broadest  possible  latitude  to  determine  program  spending. 

Despite  early  congressional  reservations,  grs  was  eventually  enacted  as 
the  State  and  Local  Fiscal  Assistance  Act  of  1972.  Over  its  14-year  life, 
GRS  provided  over  $78  billion  to  39,000  state  and  local  governments. 
Populous  states,  such  as  California,  received  as  much  as  $8.6  billion  in 
total  aid,  while  rural  states,  such  as  Wyoming,  received  as  little  as 
$  164  million.  As  intended,  grs  proved  to  be  the  least  cumbersome  and 
among  the  most  popular  of  all  federal  aid  programs,  from  the  perspec¬ 
tive  of  recipients. 

Although  President  Reagan  shared  President  Nixon’s  decentralization 
goals,  he  gave  higher  priority  to  federal  tax  cuts  and  reducing  domestic 
spending  than  to  sharing  federal  tax  revenues  with  state  and  local  gov¬ 
ernments.  Moreover,  by  1985,  mounting  federal  deficits  convinced  the 
Congress  that  grs — a  nearly  $5  billion  line  item  in  the  federal  budget — 
was  no  longer  viable.  Neither  the  House  nor  the  Senate  fiscal  ye.ar  1986 
budget  resolution  contained  grs  funding,  and  the  funding  ended  on 
schedule  in  1986. 


Virtually  all  evaluations  of  the  grs  program  concur  that  its  funds  were 
used  predominantly  to  support  local  public  services  and  capital  invest¬ 
ments.  For  example,  according  to  official  use  reports  submitted  to  the 
Department  of  the  Treasury,  grs  primarily  helped  to  maintain  or 
improve  local  public  services.  A  Brookings  Institution  monitoring  study 
identified  county  spending  on  public  transportation  (i.e.,  roads,  high¬ 
ways,  and  mass  transit  subsidies)  as  the  program  category  most  signifi¬ 
cantly  affected  by  grs.  Public  safety  (i.e.,  police,  fire,  and  corrections) 
ranked  next  among  identifiable  spending  categories,  followed  by  capital 
spending  in  primary  and  secondary  education.  Among  municipalities, 
public  safety  spending  was  most  affected.  Public  transportation  and 
environmental  protection  (i.e.,  sewerage,  sanitation,  and  water  supply) 
ranked  next.  Because  funds  supported  essential  public  services  and 
because  poorer  communities  received  relatively  more  funds  per  capita 
than  their  wealthier  neighbors,  grs  was  a  particularly  valuable  resource 
for  fiscally  distressed  communities. 
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Nevertheless,  precisely  identifying  the  effects  of  c,ks  on  spending  priori¬ 
ties  in  the  communities  we  visited  was  difficult  because  GRS  funds  are 
unrestricted.^  That  is,  GRS  funds  could  be  spent  for  any  purpose  that  the 
local  government  could  legally  spend  its  own  revenues  for,  making  grs 
dollars  virtually  indistinguishable  from  local  revenues.  We  can,  there¬ 
fore,  report  the  impacts  of  grs  funds  on  local  public  serv  ices  as 
described  by  local  officials  in  the  communities  we  visited.  We  cannot, 
however,  link  the  loss  of  grs  dollars  to  public  service  problems  with  pre¬ 
cision.  This  does  not  mean  that  general  conclusions  about  the  impact  of 
the  program’s  expiration  cannot  be  drawn,  grs  losses  were  one  factor 
contributing  to  general  fiscal  pressures  that  caused  the  public  service 
problems  we  observed. 


Fiscal  disparities  characterize  the  situation  in  which  different  communi¬ 
ties  must  tax  their  citizens  and  businesses  at  different  levels  to  obtain 
similar  public  services.  This  occurs  because  neither  fiscal  circumstances 
nor  the  need  for  public  services  is  uniform  across  communities.  Such  dis¬ 
parities  make  it  harder  for  poorer  communities  to  provide  adequate 
public  services  on  their  own.  Often  communities  with  the  greatest  needs 
have  the  least  resources  to  meet  them.  In  poorer  communities,  even  very 
high  tax  rates  can  fail  to  produce  revenues  sufficient  to  meet  service 
needs.  Yet  when  tax  rates  are  already  high  relative  to  surrounding  local¬ 
ities,  raising  them  is  likely  to  exacerbate  existing  problems  of  middle- 
class  flight  and  declining  business  investment. 

Nationwide,  these  kinds  of  imbalances  between  needs  and  revenues 
grew  over  the  past  decade.  The  number  of  counties  where  per  capita 
income  was  below  70  percent  of  the  national  average  rose  from  711  to 
934  between  1978  and  1988,  a  31-percent  increase.  (See  fig.  1.3.)  In  con¬ 
trast,  the  number  of  counties  where  per  capita  income  was  above  130 
percent  of  the  national  average  rose  from  54  to  76,  a  41 -percent 
increase.  Moreover,  populations  have  become  larger  in  both  wealthier 
and  poorer  counties  in  the  United  States.  A  smaller  fraction  of  the  U  S. 
population  lived  in  middle-income  counties  in  1988  than  in  1978. 


■’See,  for  example,  Catherine  I/>vell.  “Measuring  the  Effects  of  General  Revenue  Sharing:  Some  .Mter- 
native  Strategies  Applied  to  97  Cities,"  in  Revenue  Sharing,  David  Caputo,  ed,  (U'xington,  Ma** ;  D  C 
Heath  and  Co  ,  I97()),  pp.  49-65, 
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Figure  1.3;  Number  of  Counties  Above  or 
Below  the  National  Per  Capita  Mean 
Income  in  1978  and  1988 
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State-Local  Strategies 
to  Cope  With  Needs- 
Revenues  Imbalances 


Like  all  governments,  poor  communities  can  choose  from  a  variety  of 
coping  strategies  when  public  service  needs  exceed  available  resources. 
Management  improvements  that  deliver  services  more  efficiently  and/or 
effectively  help  to  maintain  services  with  less  revenue.  Raising  taxes  is 
another  option.  In  poorer  communities,  where  tax  bases  are  weak,  this 
strategy  is  not  without  substantial  costs  to  residents.  It  also  can  promote 
middle-class  flight  and  exacerbate  declining  business  investment.  Other 
strategies — especially  delays  in  infrastructure  repair  or  construction  or 
budget  cuts  in  program  staff  or  services — produce  a  decline  in  public 
services. 


States  can  help  poorer  communities  when  local  needs  exceed  local  reve¬ 
nues.  Because  of  their  superior  constitutional  positions,  stales  have 
always  been  an  important  factor  shaping  local  government.  To  varying 
degrees,  states  dictate  local  government  structures  and  services,  control 
local  revenue  raising,  and  direct  administration  of  local  programs.  States 
also  have  the  power  to  affect  t'quity,  effectiveness,  efficiency,  and 
accountability  in  local  government  institutions  and  public  services. 
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Some  state  policies  make  it  more  difficult  for  communities  to  meet  their 
basic  public  service  responsibilities.  Tax  and  expenditure  limitations 
constrain  service  delivery.  Unreimbursed  state-mandated  programs  may 
also  cause  problems.  Other  state  policies  can  help.  State  assumption  of 
services  lifts  responsibility  from  the  shoulders  of  local  governments, 
including  poorer  communities.  Through  mandate  reimbursement,  states 
can  compensate  localities  for  the  costs  of  oversight  and  admini-stration 
of  state  regulations.  Targeting  reimbursements  can  reduce  cert  ain  man¬ 
dated  costs  that  fall  heavily  on  poorer  communities.^ 

Most  directly,  states  can  help  poorer  communities  meet  their  public  ser¬ 
vice  responsibilities  as  well  as  lessen  the  negative  impacts  of  declining 
federal  aid  through  their  grant-in-aid  systems.  During  the  1980s,  when 
federal  aid  decreased,  state  aid  to  local  governments  increased,  from  an 
average  $462  to  $482  per  capita  (constant  1982  dollars).  However,  most 
of  this  growth  was  in  education,  health,  and  criminal  justice  programs — 
areas  in  which  either  federal  aid  was  not  as  substantial  as  state  aid  (e.g., 
education)  or  it  did  not  decline  as  much  (e.g.,  health).  Meanwhile,  local 
revenue  raising  outpaced  aggregate  increases  in  state  aid  during  the 
1980s.  Thus,  in  1980,  states  provided  33  cents  for  every  dollar  of  own- 
source  municipal  revenues.  In  1988,  this  figure  was  29  certs.  Similarly, 
in  1980  states  provided  64  cents  for  every  dollar  of  county  own-source 
revenues.  Yet,  in  1988  this  figure  was  61  cents.  Other  research  we  have 
done  shows  that,  by  and  large,  general  state  aid  to  local  governments 
has  not  been  targeted  to  poorer  communities.'^  Because  aid  is  predomi¬ 
nantly  distributed  on  a  per  capita  or  return-to-place-of-origin  basis,*' 
poorer  communities  continued  to  receive  less  aid  than  their  wealth>r  or 
larger  neighbors  during  this  period. 


‘‘Legislative  Mandates:  State  Experiences  Offer  Insights  for  Federal  Action  (GAO/nRD-88-75, 

Sept.  27.  1988). 

‘’Fiscally  Distres.sed  Communities;  State  Grant  Targeting  Provides  Limited  Help  (GAO/HRD-90-69, 
May  13,  1990). 

‘’Transfers  of  state  funds  to  local  governments  on  a  retum-to-p!ace-of-origin  basis  are  also  called 
"distributions  on  a  source  basis”  or  “shared  taxes,"  although  the  latter  term  Is  sometimes  used  more 
narrowly  in  reference  to  specific  portions  of  state  taxes  dtstribiited  back  to  the  local  government 
where  the  taxes  were  collected. 
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To  accomplish  our  first  objective  we  reviewed  trends  in  direct  federal- 
local  aid  and  drew  from  our  earlier  research  on  trends  in  the  intergov¬ 
ernmental  system.  We  then  visited  poorer  communities  in  California, 
New  Jersey,  and  Texas.  We  collected  data  on  public  services  from  local 
sources  and  state  documents,  and  we  interviewed  local  officials  to  gain 
insights  into  local  trends  and  conditions. 

To  accomplish  our  second  objective  we  examined  local  budgets  and 
other  relevant  financial  documents.  We  also  spoke  with  public  officials 
and  others  about  the  strategies  that  communities  used  to  cope  with  their 
fiscal  stress  and  declining  federal  aid. 

To  accomplish  our  third  objective  we  examined  state  aid  and  other  state 
policies  to  determine  whether  states  that  we  visited  had  replaced  GRS  or 
otherwise  taken  steps  to  lessen  the  negative  impacts  of  declining 
federal-local  aid  and  the  expiration  of  grs. 

As  stated,  we  visited  communities  in  California,  New  Jersey,  and  Texas. 
We  selected  states  and  chose  field  sites  that  were  different  along  dimen¬ 
sions  of  state-local  relations  that  we  believed  would  help  to  explain  vari¬ 
ation  in  local  public  service  conditions.  Differences  we  considered 
included  variations  in  kinds  of  services  provided  at  state  versus  local 
levels,  state  mandating  policies,  and  patterns  of  state  aid  local  gov¬ 
ernments.  Within  states,  we  selected  communities  that  were  among  the 
more  fiscally  distressed  and  that  had  higher-than-average  service  needs, 
as  indicated  by  socioeconomic  and  other  statistical  indicators. 

This  case  study  is  on  Weslaco  and  Uvalde,  two  of  Texas’s  more  fiscally 
di.stressed  communities.  (See  fig.  1.4.)  We  also  visited  wealthier  commu¬ 
nities  in  Texas.  These  visits  provided  a  better  basis  for  assessing  condi¬ 
tions  in  poorer  communities.  However,  because  wealthier  communities 
were  not  the  focus  of  our  work,  we  did  not  include  information  on  them 
in  our  report. 


Our  objectives  in  reporting  on  public  services  in  poorer  communities 
were  to  determine 

•  the  condition  of  local  public  services  in  light  of  reductions  in  direct  fed¬ 
eral  assistance  to  local  governments  and  the  expiration  of  grs 

•  the  range  of  local  government  responses  to  these  conditions,  and 

•  whether  state  policies  and  actions  have  helped  to  offset  public  service 
problems. 
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We  carried  out  our  work  between  September  1988  and  July  1990  in 
accordance  with  generally  accepted  government  auditing  standards. 


Figure  1.4:  Case  Study  Communities  in  Texas 
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Weak  Economies  and  State  Policies  Strained 
Local  Finances  and  Capital  Investment  in 
Poorer  Texas  Communities 


Texas  is  recovering  from  an  economic  slump  that  has  adversely  affected 
the  state  as  well  as  its  local  governments.  While  few  communities 
escaped  these  economic  circumstances  unscathed,  poorer  ones  faced 
greater  problems  due  to  higher  service  needs  and  fewer  resources  of 
their  own.  Texas’s  weak  economy  also  strained  state  finances  during  a 
period  in  which  court  decisions  mandated  higher  levels  of  spending  for 
education,  health,  and  corrections.  Nevertheless,  the  state  did  not 
increase  its  tax  effort.  And,  in  keeping  with  historically  conserv  ative 
fiscal  policies,  Texas  passed  some  of  these  court-imposed  costs  onto 
local  governments. 

During  a  period  in  which  local  service  costs  increased  and  intergovern¬ 
mental  aid  declined,  both  Weslaco  and  Uvalde  used  revenue  sharing 
funds  primarily  to  fund  road  construction  and  capital  improvements. 
Hence,  the  program’s  termination  did  not  directly  cause  spending  on 
most  local  services  to  decline  below  their  already-low  levels.  However, 
the  loss  contributed  to  mounting  budget  pressures,  reduced  capital 
spending,  and  increased  debt. 


Revenue  and 
Expenditure  Trends 
Reflect  Economic 
Fortunes  and  State 
Policies 


Over  the  past  two  decades,  Texas  has  experienced  wide  swings  in  eco¬ 
nomic  fortune,  primarily  due  to  the  rise  and  fall  of  its  oil  and  gas 
industry.  During  good  economic  times  and  bad,  Texas  has  remained  a 
fiscally  conservative  state,  as  reflected  in  patterns  of  taxing  and 
spending.  Texas  localities  also  were  affected  by  the  changes  in  economic 
fortune.  In  contrast  to  the  state,  however,  localities  increased  their  tax 
effort  in  the  face  of  both  declining  revenues  and  increased  service 
responsibilities. 


Economic  Fortunes  Swung  Sharp  contrasts  in  Texas  economic  conditions  that  affected  the  state  and 
From  Boom  to  Bust  governments  are  reflected  in  gross  state  product  (gsp)'  and 

county  per  capita  personal  income  (pcpi)  statistics.  Between  1972  and 
1981,  the  national  gsp  increased  2.5  times,  while  the  Texas  gsp  increased 
3.7.  On  the  other  hand,  between  1981  and  1986,  the  national  gsp 
increased  40  percent,  while  in  Texas  it  increased  25  percent.  The  magni¬ 
tude  of  this  turnaround  in  economic  fortunes  is  illustrated  by  the  fact 
that  the  Texas  gsp  increased  at  an  average  annual  rate  of  15.7  percent 
per  year  between  1972  and  1981,  but  dropped  to  4.5  percent  between 


'gsp  is  the  gross  market  value  of  the  goods  and  services  attributable  to  labor  and  propn'rty  located  in 
a  .state.  It  is  the  state  counterpart  of  the  nation's  gross  d<)me.stic  pnxJutt  (GDP)  Thi.«  in  turn,  injuals 
gross  national  prftdurt  (GNP)  less  net  inflow  of  labor  and  property  incomes  from  abroad 
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1981  and  1986,  as  table  2.1  shows.  As  figure  2.1  shows,  the  Texas  GSP 
per  capita  (in  constant  1982  dollars)  grew  faster  than  the  U.S.  gsp 
during  1972-1981,  peaked  in  1981,  and  grew  slower  than  it  during  1981- 
86. 


Table  2.1:  GSP  and  Population  Trends,  Texas  and  the  United  States 

Dollars  and  population  in  millions _ 


Average  annual  rate  of 
change  (percent) 


1972 

1981 

1986 

1972- 81 

1981- 86 

All  States 

GSP 

$1,196.0 

$2,986  9 

$4,191  7 

10.7 

7,0 

Population 

209.3 

229.6 

241  1 

10 

1.0 

Real  GSP  per  capita" 

12,290.0 

13,7500 

15,210.0 

1.3 

2,0 

Texas 

GSP 

$657 

$243  5 

$303.5 

15.7 

4.5 

Population 

11.8 

14.8 

16.7 

2.6 

2.5 

Real  GSP  per  capita" 

12,024.0 

17,438.0 

15,921.0 

4.2 

-1,8 

Exhibit 

GNP  deflator  1982  =  100 

46.5 

94.6 

114.3 

82 

3.9 

"Constant  1982  dollar  amounts  calculated  using  GNP  deflator 
Source:  Bureau  of  Economic  Analysis 
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Figure  2.1:  Trends  in  Real  Gross  State  Product  Per  Capita,  Texas  and  the  United  States 
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Source:  Bureau  of  Economic  Analysis 


Texas  localities  were  similarly  affected  by  the  state’s  boom  and  bust 
economy.  Reflecting  these,  between  1973  and  1981  Texas  pcpi  grew  sub¬ 
stantially  faster  than  the  U.S.  average,  from  $9,381  in  1973  to  $1 1,759 
in  1981  (constant  1982  dollars).  But,  pcpi  remained  nearly  constant 
between  1981  and  1988,  while  U.S.  pcpi  grew  more  rapidly  than  it  had 
during  1973-81. 


Revenue  Trends  Shifted 
With  Economic  Tides 


From  the  perspective  of  state  finances,  economic  problems  have  posed 
particular  difficulties  for  Texas  because  it — one  of  four  states  without 
either  a  corporate  or  individual  income  tax — traditionally  has  depended 
on  sales  and  severance  taxes^  to  a  much  greater  extent  than  most  states. 
Trends  in  severance  taxes  were  especially  important.  In  terms  of  per 
capita  severance  taxes  levied,  Texas  ranked  8th  in  1982 — at  $156  per 
capita.  During  the  economic  boom  of  the  1970s  and  early  1980s,  Texas 


•^Thesc  taxes  are  imposed  on  the  value  or  quantity  of  materials,  such  as  oil,  gas,  or  other  natural 
resounxts,  removed  from  the  land  or  water.  Thirty-throe  states  levy  severance  taxes,  but  they  are  a 
minor  revenue  source  in  most  states. 
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oil  and  gas  severance  taxes  accounted  for  as  much  as  2(5  percent  of  total 
state  taxes.  In  this  period,  the  state  ran  large  surpluses  and  carried  them 
forward  into  succeeding  fiscal  years.  At  the  same  time,  Texas  was  able 
to  reduce  its  reliance  on  sales  taxes.  Expressed  as  a  share  of  total  tax 
revenues,  these  dropped  from  70  percent  in  1972  to  63  percent  in  1982.* 

In  1982,  the  state’s  finances  began  to  weaken,  the  result  of  falling  oil 
and  gas  prices,  the  devaluation  of  the  Mexican  peso,  and  a  generally 
declining  national  economy.  Again  in  1986,  dramatic  worldwide  declines 
in  oil  and  gas  prices  seriously  affected  Texas  severance  tax  collections. 
Although  in  1988  Texas  still  ranked  9th  nationwide  in  these  collections, 
severance  taxes  were  producing  far  less  revenue.  By  then  levies  had 
dropped  over  $90 — to  $63  per  capita.  As  a  consequence,  severance  tax 
revenues  declined  to  less  than  8  percent  of  total  tax  revenues  by  this 
time.  Concomitantly,  sales  taxes  rose  to  77  percent. 

The  resulting  fiscal  squeeze  first  caused  Texas  to  take  a  number  of 
short-term  and  one-time  actions.  For  example,  the  legislature  spent 
available  fund  surpluses.  It  sped  up  various  tax  due  dates,  and  it 
reduced  its  own  contributions  to  the  employees'  retirement  system.  Ulti¬ 
mately,  however,  projected  budgetary  shortfalls  caused  the  state  to  take 
longer-term  actions  to  raise  revenues  from  its  primary  tax  source — by 
broadening  the  sales  tax  base  and  increasing  the  rate.  At  the  same  time 
user  fees  were  increased  at  the  state  level,  rising  from  8.4  percent  of 
total  own-source  general  revenues  in  1982  to  9.0  percent  in  1988. 

Despite  the  volatility  of  certain  revenues,  Texas  has  remained  one  of  the 
very  lowest-tax  states.  Overall,  in  1978  Texas  ranked  45th  among  the  50 
states  in  tax  revenues  per  capita,  at  79  percent  of  the  U.S.  average.  In 
1988,  the  picture  was  little  different.  Texas’s  state  tax  revenues  per 
capita  were  at  74  percent  of  the  U.S.  average.  That  year,  only  four 
states  levied  lower  per  capita  state  taxes.^ 

From  the  perspective  of  local  government  finances,  Texas’s  economic 
problems  were  most  significant  vis  a  vis  their  effect  on  property  tax 
revenues.  Locally,  these  taxes  decreased  in  the  face  of  declining  prop¬ 
erty  values.  And  the  proportional  tax  burden  shifted  more  to  residential 


^Ba-sed  on  Census  data  including  general  and  selective  .sales  taxes. 

‘'ixwking  at  tax  revenues  as  a  share  of  PCPI,  the  picture  is  much  the  same.  At  $(52  per  .$  1  .IKK)  of 
personal  income.  Texas  ranked  45  of  50  states  in  total  tax  revenue's  in  1.078  In  1988.  it  rankcxl  4t)th. 
at  $.58  per  .t  1,000. 
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property  from  commercial  property  as  the  latter  property  values 
declined. 

Texas  localities  are  especially  vulnerable  to  the  above-described  shift  in 
the  incidence  of  local  property  taxes  because  these  taxes  are  more 
important  to  these  localities  than  to  most  local  governments.  They 
account  for  nearly  10  percent  more  of  total  local  taxes  in  Texas  than 
they  do  nationwide — 83  percent  (1988)  compared  to  a  national  average 
of  about  74  percent.*^  A  troubled  economy  in  Texas  caused  local  property 
tax  revenue  shortfalls  primarily  because  of  declining  property  values, 
especially  those  of  gas-  and  oil-producing  properties.  Nationwide  data  on 
oil  and  gas  property  valuation  are  not  available.  However,  in  1986,  the 
percentage  of  gross  assessed  valuation  categorized  as  residential  was  61 
nationwide  and  47  in  Texas.  Texas’s  low  proportion  of  residential  valua¬ 
tion  (ranking  46th  of  50  states)  indicates  the  importance  of  commercial, 
industrial,  and  other  nonresidential  uses  in  its  local  property  tax  bases. 

Declining  nonresidential  property  values  also  caused  an  increase  in  the 
proportion  of  local  property  taxes  paid  by  owners  of  residential  real 
estate.  As  the  Texas  Tax  Study  points  out,  public  support  for  increased 
taxes  to  support  local  services  is  not  strong.'*  This  makes  it  difficult  to 
maintain  revenues  sufficient  to  fund  both  mandated  services  and  local 
priority  capital  projects. 


Localities  Increased  Their 
Tax  Effort 


Texas  state  and  local  governments  responded  to  their  fiscal  circum¬ 
stances  very  differently.  This  contrast  is  most  clearly  reflected  in  com¬ 
parisons  of  trends  in  state  versus  local  tax  efforts."  In  keeping  with 
conservative  fiscal  traditions,  the  state  experienced  a  nearly  15-percent 
decline  in  its  tax  effort  between  1978  and  1987  (as  measured  by  changes 
in  tax  revenues  per  $100  of  personal  income).  When  compared  to  other 
states’  tax  trends  over  the  same  period,  Texas  ranked  nearly  at  the 
bottom — 49th  of  50 — expressed  in  terms  of  increases  in  tax  effort.  In 
contrast,  local  governments  responded  to  declining  tax  revenues  by 


'’Figures  for  1988  differ  moderately  from  past  statistii's.  For  e.xample,  in  1978  property  taxes 
accounted  for  85  percent  of  total  taxes  among  Texas  l<K-alities,  compared  to  a  national  average  of  80. 

'’Increasing  the  tax  burden  on  local  voters,  in  effect,  raisrts  the  cost  of  current  .si'rvict's  In  public 
finance  terms,  the  tax  priro  of  a  given  .service  b'vel  ha.s  risen  In  such  cimim.stances.  all  other  things 
being  equal,  voters  demand  U'ss  services  in  the  fan'  of  higher  costs. 

'  Tax  effort  is  defined  as  the  degree'  to  wliieh  govenimi'ntal  units  utilizi’  iheir  ixitential  ability  lo  raise 
tax  revenues.  Their  ability  to  do  this  is  commonly  measured  by  income  For  this  retxirt.  wc  measure 
tax  effort  as  total  tax  revenues  as  a  pi'rcc-ntage  of  jxTsonal  income 
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increasing  their  own  tax  effort  substantially.  For  example,  during  the 
1978-87  period,  Texas  It  ralities  increased  their  effoi  t  by  neai  ly  19  per¬ 
cent — the  3rd  highest  increase  among  the  50  states. 


State  Spending  Was 
Constrained  in  Good 
Economic  Times  and  Bad 


Fiscal  restraint  is  also  reflected  in  Texas  state  expenditure  trends. 
Nationwide,  state  general  expenditures  were  $827  per  capita  in  1978. 
Texas  spent  $620  per  capita  and  ranked  49th.  In  1988  these  exptmdi- 
tures  were  $1,763  per  capita,  nationwide.  In  1988,  Texas  spent  $1 ,227— 
the  least  nationwide.  In  no  category  of  spending  examined  by  the  Census 
Bureau  did  Texas  rank  in  the  top  half  of  the  states.  In  fact,  its  highest 
ranking  came  in  higher  education — where  it  placed  27th.  It  placed  32nd 
in  highw'ay  spending,  34th  in  hospitals,  36th  in  education,  45th  in  fxilice. 
and  48th  in  public  welfare. 


In  recent  years,  state  expenditure  policies  have  been  altered  by  law's  or 
court  decisions,  particularly  in  areas  that  affect  counties.  The  impacts 
are  most  apparent  in  the  areas  of  education,  prison,  and  health  care.  For 
example: 


•  The  state  now  limits  the  size  of  kindergarten  through  4th  grade  classes 
to  no  more  than  22  students  per  room.  Yet,  the  state  provided  no  aid  to 
meet  these  costs,  estimated  at  $300  million,  statewide,  for  the  first  2 
years  this  law  was  in  effect, 

•  Passage  in  1985  of  the  Indigent  Health  Care  and  Treatment  Act  man¬ 
dated  counties  to  provide  health  care  services  to  the  poor  who  are  not 
eligible  for  Medicaid  and  do  not  reside  in  an  area  served  by  a  public 
hospital  or  a  hospital  district.  Counties  must  absorb  all  administrative 
costs  of  this  program.  The  state  does  provide  limited  funds  to  operate 
county  indigent  health  care  programs,  but  only  after  these  costs  have 
exceeded  10  percent  of  a  county’s  general  fund  tax  levy  In  1989,  coun¬ 
ties  spent  $21.5  million  to  implement  this  mandate. 

•  Texas  counties  have  been  adversely  affected  by  overcrow'ding  in  state 
prisons.  Certain  operations  of  the  Texas  Department  of  Corrections 
(including  prisoner  overcrowding)  have  been  declared  unconstitutional. 
As  a  result  the  Texas  Department  of  Corrections  has  been  obliged  among 
other  things  to  reduce  inmate  populations.  For  example,  an  official  of 
the  Texas  Association  of  Counties  told  us  that  crowded  state  prisons 
have  forced  counties  to  house  about  I2,{)()()  state  inmates  at  county 
(‘xpense,  about  $40  per  day  per  inmate.  A  1989  state  report  quoti's 
county  sources  as  projecting  that,  statewide,  county  operating  costs 
as.sociated  with  these  arrangements  could  reach  $95  million. 
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Localities  Must 
Finance  Public 
Services  on  Their  Own 


Passing  on  costs,  such  as  those  described  above,  is  in  keeping  with  the 
state’s  highly  decentralized  system  of  public  service  provision.  In  fi.sc*ai 
year  1988,  states  allocated  an  average  of  $592  ikt  capita  in  state-local 
aid.  But  Texas  provided  $385 — 65  percent  of  this  average.  Of  this  aid. 
94  percent  was  targeted  to  education  and  1  percent  to  welfare,  leaving  5 
percent  in  state  aid  for  all  other  functions. 


Figure  2.2:  Per  Capita  State  Aid  to  Ail 
Local  Governments,  Texas  and  the 
United  States  (Fiscal  Year  1988) 


Texas 

U.S. 


Source  Bureau  of  the  Census 


State  aid  patterns  place  heavy  financing  responsibilities  on  Texas  coun¬ 
ties  and  municipalities,  for  they  deliver  nearly  all  basic  public  services. 
The  share  of  these  services  financed  by  the  state  is  low  relative  to  the 
national  average,  as  figure  2.3  shows. 


Page  26 


(JAO/HRD-91-14  Distressed  Communities  In  Texas 


Chapter  2 

Weak  Economies  and  State  Policies  Strained 
Local  Finances  and  Capita]  Investment  in 
Poorer  Texas  Communities 


Figure  2.3:  Percent  of  State  Aid  to  Local 
Governments,  Texas  and  the  United 
States  (Fiscal  Year  1988) 
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Note:  Bar  for  U  S  cities  includes  townships  in  states  where  they  exist 
Source.  Bureau  of  the  Census. 

Overall,  state  aid  patterns  underscore  the  fact  that  local  governments  in 
Texas  finance  a  consistently  greater  share  of  total  state-local  spending 
for  most  public  services  than  others  nationally.  As  figure  2.4  shows, 
these  functions  include  education,  public  safety,  environment  and 
housing,  and  general  administration. 
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Figure  2.4:  Local  Government  Share  of 
Total  State  and  Local  Spending,  Texas 
and  the  United  States  (Fiscal  Year  1988) 
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Note  NEC  refers  to  expenditures  not  elsewhere  classified 
Source  Bureau  of  the  Census 


Texas  localities — including  Weslaco  and  Uvalde — became  even  more 
self-reliant  over  the  past  decade  with  respect  to  state  and  federal  aid. 
The  diminishing  role  of  state  aid  is  evidenced  in  figure  2.5,  which  mea¬ 
sures  state  aid  in  relation  to  local  revenues  among  Texas  counties  and 
municipalities  in  1978  and  1988.  The  figure  also  shows  the  extent  to 
which  federal  aid  declined  during  this  period. 
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Figure  2.5:  Revenue  Sources  of  Texas 
Counties  and  Municipalities  as  a 
Percentage  of  Total  Revenues  (Fiscal 
Years  1978-88) 
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Source  Bureau  of  the  Census 


As  the  figure  shows,  there  are  two  principal  reasons  for  this  trend. 
Between  1978  and  1988,  federal  aid  dropped  from  15  to  4.4  percent  of 
total  revenues.  State  aid  failed  to  make  up  the  difference,  rising  less 
than  1  percent  over  the  1978-88  period — from  3.0  to  3.8  percent. 
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Texas  Gives  Localities 
Taxing  Authority 
Comparable  to  Most 


Not  only  is  the  range  of  taxes  that  may  be  levied  by  local  governments 
in  Texas  similar  to  most  other  states,  the  limitations  Texas  places  on 
local  taxing  authority  are  also  comparable.  In  this  respect,  Texas 
administers  local  sales  taxes  and  limits  rates  localities  may  impose  (from 
0.25  to  2.0  percent).  The  state  also  oversees  local  property  tax 
appraisals  and  collections  and  dictates  what  property  may  be  taxed  by 
localities.  Finally,  the  state  imposes  em  upper  limit  on  rates  that  local 
governments  may  apply  and  gives  local  voters  opportunities  to  roll  back 
tax  rate  increases  of  more  than  8  percent. It  is  important  to  note  that 
even  if  Texas  gave  localities  greater  freedom  to  diversify  their  tax  bases 
and  raise  rates,  poorer  communities  would  still  find  it  difficult  to  meet 
service  needs  from  own-source  revenues.  As  described  more  fully  in 
chapter  1  (see  p.  15),  poorer  communities  have  weaker  tax  bases  and 
must  make  greater  tax  efforts  than  average  communities  to  raise  compa¬ 
rable  amounts  of  revenue. 


While  Texas  state  aid  is  modest,  local  governments  have  access  to  an 
array  of  local  tax  sources  that  is  comparable  to  that  of  localities  in  most 
other  states,®  notably  property  taxes,  general  sales  taxes,  and  some 
selective  sales  taxes.  As  is  also  true  in  most  states,  income  taxes  are  not 
available  to  Texas  localities.® 


The  Mismatch  of 
Needs  and  Resources 
in  Weslaco  and  Uvalde 
Make  It  Especially 
Hard  to  Provide  l^blic 
Services 


All  Texas  communities  have  had  to  wrestle  with  the  fiscal  consequences 
of  a  troubled  economy,  as  well  as  increased  costs  of  state-mandated  pro¬ 
grams  and  limited  revenue  raising  options.  However,  poorer  conununi- 
ties,  such  as  Weslaco  and  Uvalde,  face  more  difficulties  than  other 
localities  in  providing  public  services  because  they  have  greater  needs, 
but  fewer  resources  of  their  own. 


®0n  the  inadequacy  of  local  tax  structures  to  meet  local  revenue  demands,  .see  Frank  Sturd,  “Munic¬ 
ipal  Expenditures  in  Texas,”  in  RethinldnK  Texas  Taxes,  Final  Report  of  the  Select  Committee  on  Tax 
Equity,  Vol.  2, 1989,  pp.  131-135. 

®0nly  10  states  allow  localities  to  collect  income  taxes,  which  are  a  substantial  share  of  total  local 
taxes. 

‘“Communities  have  tended  to  limit  their  increases  to  below  8  percent  to  avoid  possible  rollback 
elections. 
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While  the  gap  between  wealthier  and  poorer  communities  did  not  widen 
in  Texas,  fiscal  disparities  have  been  and  remain  substantial.  In  fact, 
Texas  has  some  of  the  wealthiest  and  poorest  counties  in  the  nation — 
with  PCPI  ranging  from  $4,313  in  Starr  County  to  $36,153  in  Loving 
County.  While  per  capita  income  statewide  was  $5,633  in  1978,  it  was 
$3,074  and  $3,797  in  Weslaco  and  Uvalde,  respectively.  These  differen¬ 
tials  were  maintained  over  the  period  we  examined.  In  1987,  per  capita 
income  was  $10,646  in  the  state,  but  $6,802  in  Uvalde  and  $5,701  in 
Weslaco.  As  a  result,  Weslaco  and  Uvalde — as  well  as  communities  in 
similar  circumstances — continued  to  bear  disproportionate  service  and 
financing  burdens  relative  to  other  communities  in  Texas. 

The  city  of  Weslaco  (1988  population  of  24,410)  covers  over  8  square 
miles  in  the  southernmost  tip  of  Texas  (9  miles  from  the  Mexican 
border)  in  the  lower  Rio  Grande  Valley.  Hidalgo  County — one  of  the 
poorest  in  the  state — overlies  Weslaco.  Weslaco  is  known  as  a  center  of 
agricultural  activity  in  the  Rio  Grande  Valley  because  the  Lower  Rio 
Grande  Valley  Research  and  Experimental  Center  is  located  there.  None¬ 
theless,  the  largest  employers  in  Weslaco  are  the  school  district  (1,400 
employees)  and  two  apparel  manufacturers  (1,200  employees).  Uvalde 
County  (1988  population  of  24,530)  lies  about  90  miles  west  of  San 
Antonio  and  comprises  1,564  square  miles  of  “hill  country”  in  southwest 
Texas.  The  largest  single  employers  in  this  county  are  two  agricultural 
food-processing  plants.  As  would  be  expected,  economic  mainstays  are 
agriculture  and  ranching — areas  that  employ  the  majority  of  county 
residents. 

Socioeconomic  and  other  indicators  listed  in  table  2.2  show  that  Weslaco 
and  Uvalde  have  higher  service  needs  than  the  average  Texas  commu¬ 
nity,  but  fewer  resources  of  their  own,*' 


'  'Because  public  service  needs  are  difficult,  and  sometimes  impossible,  to  measure  directly, 
researchers  use  socioeconomic  indicators  as  proxy  measures.  Rationales  for  using  proxies  are  both 
methodological  and  theoretical.  Methodologically,  proxies  are  selected  because  statistically  they  are 
significantly  related  to  more  direct  but  less  easily  measured  indicators  of  service  needs.  Alternatively, 
proxies  are  sometimes  selected  based  on  what  i-s  known  about  local  public  services.  For  example, 
other  factors  being  equal,  a  cfimmunity  of  detached,  single-family  houses  can  be  expected  to  consume 
fewer  resources  than  a  community  of  older,  multifamily,  multistory  residences  to  attain  similar  levels 
of  fire  protection.  Proxies  are  also  selected  based  on  arguments  that  the  poor  are  less  able  to  substi¬ 
tute  private  for  publicly  provided  goods,  including  education,  libraries,  health,  housing,  and  parks 
and  recreation. 
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Table  2.2:  Selected  Socioeconomic  ■■■■■■■■■■■■■■■■■■ 

Indicators,  Uvalde  and  Weslaco  Figures  in  percent  unless  otherwise  noted 


Texas 

Uvalde 

Weslaco 

Spanish  origin,  1988 

22.4 

574 

62  2“ 

Non-English  speaking 

4.5 

127 

38.7 

Persons  below  poverty  level,  1979 

14  7 

28  4 

36  6 

Unemployment  rate.  1987 

8.--, 

10  1 

le.O'^ 

Lacking  high  school  diploma 

37  4 

556 

609 

Overcrowded  housing 

72 

14  5 

23  9 

Housing  without  air  conditioning 

168 

387 

405 

Violent  crime  rate,  1987  (per  100,000 
population) 

652.6 

C 

764.4 

Taxable  property  value  per  capita,  1988 

$38,819 

$21,288 

$13,502 

Per  capita  income,  1988 

$10,646 

$6,802 

$5,701 

Note:  Data  are  for  1980,  unless  otherwise  shown  Overcrowded  housing  is  the  percentage  of  occupied 
units  with  more  than  t  person  per  roonri  in  1980  Housing  without  air  conditioning  is  expressed  as  a 
percentage  year-round  housing  units  in  1980 

®Weslaco  data  are  for  1980. 

“The  1987  unemployment  rale  was  not  available  for  Weslaco  The  rale  shown  is  for  Hildago.  the  over- 
lying  county. 

“^Data  for  rural  counties  of  less  than  25,000  population  are  not  available. 

Sources:  Bureau  of  the  Census.  Federal  Bureau  of  Invest'oa!  -'n  and  state  data 

Our  analysis  did  not  show  that  Weslaco  and  Uvalde  were  worse  off  in 
1978  than  they  were  in  1988,  relative  to  state  averages.  Trends  in  Texas 
PCPi  demonstrate  this.  On  average,  PCPis  in  wealthier  and  poorer  counties 
declined  every  year  between  1981  and  1988  relative  to  the  U.S.  average, 
as  figure  2.6  shows.  As  the  figure  also  shows,  the  gap  between  wealthier 
and  poorer  counties  in  Texas  did  not  widen  during  this  period — in  clear 
contrast  to  other  states  we  studied''^  and  the  United  States  as  a  whole. 

In  large  part,  this  may  be  because  all  types  of  Texas  communities — 
wealthy,  middle-income,  and  poor — felt  the  impact  of  Texas’s  economic 
problems. 


'  ^Distressed  Communities:  l>ublic  Services  Dpclincd  in  New  .lersey  Despite  Targeted  State  Aid  (GAO/ 
HRb-50-96,  .July  9,  1990)  and  Distressed  Communities:  Public  Services  D(H.’lined  in  California  as 
Budget  Pres.sures  Mounted  (GAO/HftD-9i)-.95.  Aug.  16,  1990). 

'•’See  figure  1,.3,  p.  16  of  this  report. 
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Figure  2.6:  Trends  in  PCPI  of  Wealthier  and  Poorer  Texas  Counties  as  a  Percentage  of  U.S.  PCPi 
ISO  ParcamofU.S.PCPI 


Yaars 

U.S.  (Indexed  -  100) 

Texas 

50  Poorest  Counties  in  Texas 
so  Richest  Counties  in  Texas 


Note.  Top  50  and  bottom  50  counties  are  averages  of  the  50  counties  in  each  group 
Source:  Bureau  of  Economic  Analysis 


Revenue  and 
Expenditure  Trends 
Indicate  Weslaco’s  and 
Uvalde’s  Problems 


Local  government  revenue  and  expenditure  data  help  to  illustrate  the 
consequences  of  concentrated  demographic,  social,  and  economic 
problems.''*  Some  statistics  from  Weslaco  and  Uvalde  presented  in  table 
2.3  illustrate  lagging  growth  in  local  public  services.  These  include,  for 
example,  the  fact  that  total  spending  in  Uvalde  declined  by  14  percent, 
while  spending  increased  53  percent  for  counties  statewide.  On  the  other 
hand,  Weslaco’s  expenditure  figures  show  increases  in  some  categories 
of  public  service  spending.  It  is  important  to  note  in  this  regard  that 
Weslaco  is  in  a  game  of  service  "catch-up”  as  it  responds  to  demands 
associated  with  population  growth  that  far  exceeds  the  state  (itself 
among  the  fastest  growing  of  the  50  states).  It  is  also  important  to  note 


'■•Service  outpuf.s  (for  example,  the  degree  of  police  .services  provided)  cannot  be  meicsiireri  riin'ctly. 
Constant  dollar  expenditures  per  capita  is  a  rough  proxy  for  output  because  a  wide  variety  of  state 
and  local  policy  and  administrative  actions  change  expenditures  from  year  to  year 
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that  Weslaco  does  not  provide  services  comparable  to  the  average  Texas 
city,  as  measured  by  per  capita  spending.  Where  did  Weslaco  find  the 
funds  to  finance  these  increases?  As  we  describe  in  chapter  3,  the  city 
was  forced  to  raise  taxes,  draw  down  its  reserves  until  they  were  nearly 
exhausted,  and  vastly  increase  its  debt. 


Table  2.3:  Expenditure  and  Revenue 
Trends  for  Selected  Items,  Weslaco  and 
Uvalde  Percent  Changes  in  Constant 
Dollar  Per  Capita  Amounts  (Fiscal  Year 
1977 10  1987) 


Uvalde 

All  Texas 
counties 

Wesiaco 

All  Texas 
cities 

Total  general  revenue 

-28 

49 

94 

35 

Intergovernmental  revenue: 

-14 

-12 

448 

-27 

Federal  aid 

a 

-55 

7 

-45 

State  aid 

3 

29 

80 

47 

Total  faxes: 

-30 

39 

48 

17 

Property  taxes 

a 

39 

3 

6 

Total  general  expenditure 

-14 

53 

97 

38 

Education 

t) 

2 

D 

-83 

Libraries 

a 

24 

a 

8 

Public  welfare 

b 

15 

b 

34 

Health  and  hospital 

302 

9 

499 

-9 

Highways 

17 

47 

337 

33 

Police 

9 

65 

95 

30 

Fire 

a 

a 

108 

22 

Correction 

13 

154 

a 

15 

Sewerage  and  sanitation 

a 

a 

120 

65 

Financial  administration 

a 

41 

a 

48 

Interest  on  debt 

-100 

705 

113 

184 

Total  debt  outstanding 

• 

364 

183 

74 

Salaries  and  wages 

2 

23 

101 

7 

Note:  Constant  1982  dollar  amounts  calculated  using  implicit  price  deflatoi  lor  state  and  local  purchases 
of  goods  and  services. 

^Oata  unavailable  due  to  changes  in  Census  Bureau  s  reporting  of  items 
'’Value  was  zero  in  the  earlier  year. 

Sources:  Bureau  of  the  Census  and  Bureau  of  Economic  Analysis 


GRS  an  Important 
Funding  Source  for 
Capital  Investments  in 
Poorer  Communities 


As  the  Texas  economy  slackened,  Uvalde  and  Weslaco  used  grs  for  oper¬ 
ation  and  maintenance  activities,  as  well  as  capital  improvements.  As  a 
result,  the  program’s  termination  in  1986  did  not  directly  cause 
spending  on  most  basic  services  to  decline  from  their  already-low  levels. 
However,  the  loss  of  grs  contributed  to  mounting  budget  pressures, 
reduced  capital  spending,  and  increased  indebtedness. 
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Like  most  states,  Texas  does  not  have  a  program  of  general-purfKise 
fiscal  assistance  targeted  to  its  poorer  communities.  Such  programs  are 
not  a  solution  to  the  demographic,  social,  or  economic  factors  that 
underlie  fiscal  distress  in  poorer  communities.  Our  past  w'ork,  however, 
has  shown  that  these  programs  can  help.  They  can  offset  federal  aid 
losses  and  help  to  lessen  public  service  problems  of  poorer  communities. 

In  its  peak  year,  1980,  grs  provided  $224  million  to  Texas  localities. 
Statewide,  per  capita  revenue  sharing  averaged  $5.25  to  counties  and 
$10.21  to  cities  in  1986.  Poorer  communities  received  relatively  more. 
GRS  provided  $18.96  per  capita  in  aid  to  We.slaco  and  $6.2  per  capita  to 
Uvalde,  grs  funds  comprised  6.2  percent  of  Weslaco’s  total  revenues 
between  1982  and  1986,  and  averaged  about  $467,000  annually.  During 
this  time,  they  comprised  about  8  percent  of  Uvalde’s  total  revenues,  or 
$190,000  annually 

How  were  these  funds  spent?  Based  on  our  interviews  with  local  offi¬ 
cials,  it  appears  that  the  communities  spent  most  of  these  funds  for 
operation  and  maintenance  activities  involving  public  works.  For 
example,  we  calculated  that  Weslaco  used  over  76  percent  of  grs  funds 
for  capital  projects,  and  Uvalde  reported  that  about  89  percent  of  its 
total  funds  were  used  for  operations  and  maintenance,  principally  the 
Road  and  Bridge  Fund  activities.  However,  beginning  in  1984  and  con¬ 
tinuing  for  the  next  2  years,  a  small  share  of  revenue  sharing  monies 
were  spent  on  local  services  in  Uvalde  County,  including  the  operation 
of  one  health  clinic,  four  fire  departments,  and  three  libraries. 

Officials  told  us  that  while  grs  was  not  a  large  part  of  their  budgets, 
funds  were  significant  because  they  helped  to  con.struct  facilities  and 
purchase  capital  equipment  that  otherwise  would  have  been  financially 
impossible  to  consider. 
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Texas  did  not  take  steps  to  offset  the  loss  of  GKS.  Nor  did  the  state  take 
significant  actions  to  reduce  existing  fiscal  pressures  associated  with 
mandated  services  and  locally  depressed  economies.  Before  and  after 
the  termination  of  grs,  Weslaco  and  Uvalde  used  three  of  four  strategies 
described  in  chapter  1 — improved  administration,  increased  own-source 
revenues,  and  postponement  of  capital  investments — to  cope  with  their 
fiscal  distress  and  the  loss  of  $467,000  annually  in  grs  funds  in  Weslaco 
and  $  190,000  in  Uvalde.  As  a  result,  both  communities  have  been  able  to 
maintain  most  public  services.  Yet,  Weslaco  and  Uvalde  also  have  nearly 
eliminated  their  cash  reserves,  and— in  the  wake  of  the  expiration  of 
GKS— they  have  begun  to  delay  needed  capital  projects. 


Management 
Strategies  Sometimes 
Helped  to  Maintain 
Services  With  Less 
Revenue 


Weslaco  and  Uvalde  acted  to  improve'  their  administration  and  program 
operations  to  maintain  services  with  less  revenue.  Notable  strategies 
were  administrative  reorganization,  efficiencies  in  service  delivery, 
some  increased  reliance  on  private  sector  providers,  and  hiring  and 
wage  freezes.  Both  communities  also  drew  down  cash  reserves,  but  this 
strategy  is  now  exhausted  for  Uvalde. 


Reorganizing  Operations  Weslaco,  a  senior  accountant  was  hired  to  assist  with  long-range  plan¬ 

ning  and  budgeting,  allowing  the  finance  manager  to  focus  on  revenue 
and  service  problems.  Weslaco  also  centralized  its  procurement  func¬ 
tions.  According  to  Weslaco’s  finance  director,  the  city  also  enhanced  its 
financial  controls  to  reduce  the  costs  of  supplies.  Uvalde  consolidated 
some  county  functions.  For  example,  the  chief  county  administrative 
officer  told  us  that  the  responsibilities  of  the  county  treasurer  and 
auditor.  Emergency  Medical  Services,  and  Indigent  Health  Care  were 
folded  into  a  single  Department  of  County  Finances.  Juvenile  and  adult 
probation  services  were  consolidated  into  a  single  Department  of  Com¬ 
munity  Services. 


Increased  Economy  and 
Efficiency 


Both  communities  tried  to  economize,  but  some  efforts  we  studied  fared 
better  than  others.  P'or  example,  Weslaco  changed  its  employee  health 
care  insurance  contracts.  City  officials  initially  reported  to  us  that  this 
measure  saved  the  city  $4,()()()  in  1988,  and  they  projected  savings  of 
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$250,000  in  1989.  However,  we  w'ere  later  informed  that  a  1080  auioxno- 
bile  accident  that  killed  one  employee  and  injured  two  others  eliminated 
any  savings  that  may  have  accumulated.' 

In  an  attempt  to  reduce  its  contracting  costs,  Weslaco  purchased  a  pri¬ 
vately  operated  sanitary  landfill.  City  officials  wT're  able  to  double  the 
life  of  the  landfill  to  40  years.  The  initial  savings  were  estimated  at 
$500,000  over  a  7-year  period.  An  added  benefit  from  this  effort  was  a 
recent  agreement  with  two  adjoining  cities  to  participate  in  the  landfill 
operation,  providing  Weslaco  $130,000  in  additional  annual  income. 
This,  in  turn,  is  helping  to  offset  the  city’s  annual  operating  costs  but 
may  shorten  the  life  of  the  landfill.  The  city  also  introduced  a  $300,000 
recycling  program,  financed  over  a  10- year  period. 

Uvalde  discontinued  its  county-run  emergency  medical  services.  The 
operation  was  eliminated  when  the  county  joined  a  cooperative  emer¬ 
gency  medical  services  venture,  mostly  comprised  of  volunteers  with 
reduced  county  funding. 


Wage  and  Hiring  Freezes  Hiring  and  salary  freezes  were  other  alternatives  these  local  govern¬ 
ments  pursued  to  reduce  spending  over  the  past  5  years.  For  example. 
Uvalde  county  employees  did  not  receive  a  pay  increase  between  198.5 
and  1989.  Also  a  hiring  freeze  was  imposed  in  1986.  Altogether,  the 
county  has  laid  off  five  employees  since  1988.  Moreover,  while 
employee  salaries  increased  by  5  percent  in  1989,  in  1990  they  did  m>t 
increase  at  all.  Likewise,  a  Weslaco  official  reports  that,  although  the 
city  did  not  place  a  freeze  on  hiring,  employee  salaries  have  not 
pace  with  inflation.  For  example,  in  1988  the  city  raised  employee  sala¬ 
ries  by  7  percent,  followed  by  no  raise  in  1989.  Salaries  were  raised  2 
percent  in  1990. 


Reserves  Tapped  Weslaco  and  Uvalde  drew  on  their  reserves  and  fund  balances  to  pro¬ 

vide  public  services.  Weslaco's  general  reserve  funds  declined  between 
1983  and  1990  to  balance  the  budget.  A  24-percent  drop  in  cash  reserves 
between  1986  and  1987  reduced  reserves  to  about  $  1,1 1.5,000. 

According  to  city  officials,  this  decline  in  re.seiwes  was  cau.sed  by  a 
variety  of  factors,  including  the  loss  of  gks  funds,  the  increased  ni'ed  for 


'Therpafter.  in  ISWO.  city  officials  attempted  to  renegotiate  priciile  ittsiirance  HiiHe\  i>r.  ;i  siH  imd 
claim  for  a  heart  transplant  cauMtd  private  insurance  companies  to  cancel  their  bids  City  olftcials 
told  us  that  the  city  will  be  forced  to  draw  on  reserv'es  to  mwl  obiigaf  ions  from  rliis  l  iatm 
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services,  and  costly  mandates,  such  as  w'ater  and  sanitary  standards. 
Uvalde’s  cash  reserves  decreased  substantially  in  1983  because  of  unan¬ 
ticipated  general  fund  expenditures.  Thereafter,  the  county  was  able  to 
build  modest  reserves  until  1987,  when  these  were  drawn  down  to  meet 
operating  costs  and  the  loss  of  grs  funds.  According  to  an  Uvalde 
County  official,  reserves  were  negligible  by  1990. 


Raising  Revenues  Was 
the  Primary  Strategy 
Used 


Weslaco  and  Uvalde  County  also  raised  revenues — primarily  by 
increasing  tax  rates.  Weslaco  increased  u.ser  fees  and  debt  in  order  to 
maintain  public  services. 

As  described  in  chapter  2,  raising  taxes  is  not  without  difficulties  in 
Texas  counties  and  municipalities.  Most  localities  are  limited  by  state 
policies  that  mandate  public  hearings  and/or  voter  approval,  restrict  the 
kinds  of  taxes  that  may  be  imposed,  or  limit  the  size  of  these  increases. 
These  limitations  notwithstanding,  both  Weslaco  and  Uvalde  raised 
taxes  before  and  after  the  termination  of  grs  to  cope  with  their  fiscal 
distress. 


Weslaco  increased  property  taxes  annually  betw^een  1983  and  1988,  but 
not  in  1989  and  1990.  The  amounts  of  these  rate  increases,  however, 
were  held  to  below  3  percent  because  of  possible  political  repercussions. 
In  1990,  Weslaco  officials  obtained  voter  approval  for  an  increase  of  1 
percent  in  Weslaco’s  sales  tax  rate  to  2  percent.-  Of  this  1 -percent 
increase,  half  was  accompanied  by  a  comparable  reduction  in  property 
taxes.  Its  timing  will  allow  a  one-time  windfall  of  $650,000  in  new  reve¬ 
nues,  as  projected  by  city  officials.'* 

Uvalde  County  raised  property  rates  3  percent  in  1983,  6  percent  in 
1984, 8.6  percent  in  1985,  and  8  percent  in  1986.  In  1987,  these  rates 
were  increased,  by  23.26  percent — an  8-percent  increase  coupled  with  a 
15.26-percent  increase  to  finance  the  costs  of  state  mandates  related  to 
indigent  health  care.  There  was  no  rate  increase  in  1988  and  only  a 


^This  increase  wa&  mEide  possible  in  1989  by  state  enabling  legislation.  Through  this,  the  state  gave 
cities  in  counties  of  less  than  .500,000  population  and  counties  without  a  metropolitan  transit 
authority  a  local  option  sales  tax,  whereby  they  could  add  as  much  as  1  percent  to  their  existing  sales 
tax  rate.  Cities  were  required  to  earmark  0.,5  percent  of  this  increment  for  industrial  development 
activities.  The  purpose  of  the  new  optional  sales  tax  is  to  reduce  property  taxes. 

■^■'Windfalls”  were  created  by  the  timing  of  tax  actioas.  Local  governments  in  Texas  were  permitted 
to  impose  sales  tax  increases  before  instituting  property  tax  relief.  Both  Weslaco  and  Uvalde  exer¬ 
cised  this  option,  garnering  sales  tax  revenues  in  the  first  year  that  were  not  offset  by  losses  in 
property  tax  revenues.  The  following  year,  property  tax  relief  actions  were  taken  as  required  by 
state  law,  thereby  eliminating  any  future  such  windfalls. 
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3-percent  increase  in  1989.^'  However,  in  1990  rates  increased  by  8  per¬ 
cent,  the  rate  allowable  without  the  possibility  of  a  rollback  election. 
Like  Weslaco,  Uvalde  County  also  took  advantage  of  state  legislation 
enabling  local  governments  to  increase  their  sales  taxes  in  January 
1988.  In  so  doing  Uvalde  collected  almost  $220,000. 

Weslaco  also  increased  user  fees.  For  example,  city  officials  increased 
water,  sewer,  and  brush  pickup  rates  in  1987.  Local  officials  reported 
that  these  increases  produced  about  $450,000  in  new  revenue  by  1988. 


Bond  Debt  Increased  Texas,  bond  debt  is  a  significant  source  of  financing  by  state  and  local 

governments  for  major  capital  projects — such  as  buildings,  w’ater  lines, 
or  bridges.''  This  implies  that  debt  service  is  an  important  spending  obli¬ 
gation.  Bond  indebtedness  is  a  growing  trend.  According  to  Census 
Bureau  data,  in  1978  Texas  ranked  25th  among  the  states  in  total  debt 
per  capita,  while  in  1988  it  ranked  18th. 

Collectively,  state  and  local  government  debt  in  1988  has  been  estimated 
at  between  $47.8  billion  and  $59.3  billion.  The  Texas  Municipal  Advi¬ 
sory  Council  reported  the  first  figure,  citing  that  outstanding  bond 
issues  have  been  growing  annually  at  an  average  of  18  percent  between 
1980  and  1988.  The  large  increase  is  explained  by  heavy  spending  on 
infrastructure  and  other  capital  investments  to  meet  rising  service 
demands  of  an  expanding  population.  Meanwhile,  the  Texas  Research 
League  cited  the  total  debt  as  $59.3  billion,  or  $3,522  per  capita,  and 
reports  that  cities  incurred  the  most  debt,®  followed  by  special  districts, 
counties,  and  school  districts. 

Like  most  cities  in  Texas,  Weslaco  turned  to  borrowing  as  a  principal 
means  to  raise  more  revenue.  As  a  result,  city  officials  have  thus  far 
been  able  to  meet  community  needs  for  sewers,  streets,  and  airport  facil¬ 
ities  without  large  tax  increases.  Increasing  debt  enabled  the  city  to 


‘*If  a  rate  increa,se  is  3  percent  or  les.s  there  is  no  requirement  to  hold  hearin^ts.  Also,  if  the  increase  is 
greater  than  8  percent,  voters  are  given  the  opportunity  to  petition  for  an  election  to  roll  back  the 
increase  to  8  percent. 

^’Debt  financing  of  m^or  capital  prtjjects,  .such  as  buildings  and  water  lines,  occurs  for  two  principal 
rea.sons.  In  practical  terms,  high,  up-front  costs  of  these  investments  make  borrowing  the  only  means 
of  financing  them.  Moreover,  debt  financing  helps  to  spread  project  costs  to  taxpayers  who  will 
receive  these  benefits  in  the  future. 

'’A  1988  Texas  Municipal  League  survey  found  that  cities  have  a  real  impending  problem  with  their 
tremendous  need  for  costly  infrastnicture  improvements.  They  will  need  to  spend  massive  amounts 
of  money  to  address  future  needs. 
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expand  services  to  meet  the  demands  of  its  growing  population.  Wes¬ 
laco’s  population  jumped  28  percent  between  1980  and  1988,  outpacing 
the  state  increase  by  nearly  9  percent.’^  In  particular,  Weslaco,  between 
1982  and  1988,  issued  about  $5.0  million  in  general  obligation  bonds  and 
about  $9.5  million  in  revenue  bonds.®  Consequently,  debt  servicing  costs 
of  the  city’s  total  fund  expenditures  increased  by  nearly  370  percent— 
from  $267,000  in  1982  to  about  $1,256,000  in  1988. 

Uvalde  County  has  not  incurred  any  new  debt  since  the  early  1960s, 
when  general  obligation  bonds  were  used  to  support  flood  control  and 
jail  construction.  According  to  county  records,  all  existing  debt  was 
retired  by  the  early  1980s.  Yet,  borrowing  practices  could  change. 
County  officials  informed  us  that  m^or  road  and  bridge  repairs  are 
badly  needed.  Uvalde  County  commissioners  are  considering  a  $3  mil¬ 
lion  general  obligation  bond  issue  for  these  purposes. 


Weslaco  and  Uvalde  used  administration  and  revenue-raising  strategies 
to  cope  with  general  fiscal  stress  and  declining  federal  aid.  These  strate¬ 
gies  have  proven  to  be  adequate  in  maintaining  most  public  services  at 
low  levels.  However,  since  the  loss  of  grs,  city  and  county  officials  have 
postponed  some  needed  capital  projects.  For  example: 

•  In  Weslaco,  an  official  reports  that  50  percent  of  the  streets  are  in  crit¬ 
ical  need  of  being  resurfaced.  If  not  resurfaced,  they  will  have  to  be 
reconstructed.  An  estimated  28  miles  of  water  lines  need  repair.  More¬ 
over,  about  20  percent,  or  20  miles,  of  the  city  sewer  lines  need  repairs. 
He  also  said  that  postponement  of  improving  this  infrastructure  could 
result  in  long-term  costs  of  over  $1  million.  These  needs  have  been  iden¬ 
tified,  but  they  are  not  matched  with  any  available  funding. 

•  The  chief  administrative  officer  for  Uvalde  County  identified  four  cap¬ 
ital  projects  that  await  available  funding.  The  first  project,  estimated  to 
cost  $350,000,  consists  of  building  five  low  water  crossings  to  support 
traffic  in  the  absence  of  bridges.  The  second  project,  estimated  at 
$750,000,  involves  renovating  and  adding  to  the  county  jail  to  bring  it  in 
compliance  with  state  standards.  Thirdly,  the  county  wants  to  construct 


Capital  Investments 
Were  Postponed 


^Based  on  population  estimates  of  the  Bureau  of  the  Ceasus.  The  Texas  State  Population  Estimates 
and  Projections  Program  estimates  that  Weslaco’.s  population  grew  by  3S  percent  between  1980  and 
1988,  compared  to  an  18-pcrcent  increase  statewide. 

^General  obligation  bontls  pledge  the  full  faith  and  credit  of  the  issuing  government  as  security.  With 
revenue  bonds,  only  the  nwenues  from  a  part.icular  source  .are  pledged  to  pay  the  interest  and  repay 
the  principal  to  the  lenders. 
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a  nutritional  center  for  the  elderly — cost  estimated  at  $  175,000.  The  last 
project  involves  paving  50  miles  of  roads  at  a  cost  of  $500,000. 


i  Ck)nclusions 


i 


Texas’s  weak  economy,  together  with  conservative  state  policies  and 
local  fiscal  management,  caused  most  of  the  problems  we  observed  in 
Weslaco  and  Uvalde.  The  two  communities  did  not  appear  to  be  worse 
off  in  1988  than  they  were  in  1978,  relative  to  the  average  Texas 
locality.  However,  they  began  this  period  substantially  behind  economi¬ 
cally,  and  the  fiscal  disparities  between  them  and  average  communities 
in  Texas  remained  large  throughout  the  period  we  examined.  The  state 
did  not  act  to  offset  the  loss  of  federal  aid  to  its  localities,  nor  did  it  take 
other  steps  to  lessen  fiscal  stress  associated  with  its  highly  decentralized 
service  delivery  system  and  weakened  local  economies. 

Therefore,  Texas  communities,  such  as  Weslaco  and  Uvalde,  have  had  to 
cope  with  their  budget  problems  largely  on  their  own.  To  cope  with 
these  conditions,  both  communities  improved  program  administration 
and  operations,  but  also  found  it  necessary  to  draw  down  existing 
reserves.  Moreover,  Weslaco  and  Uvalde  raised  taxes  and  increased  user 
fees,  and  Weslaco  incurred  substantial  municipal  debt  to  meet  the  needs 
of  an  expanding  population.  These  strategies  have  thus  far  helped  the 
two  conununities  to  maintain  their  existing  levels  of  public  services.  But, 
Weslaco  and  Uvalde  could  not  sustain  capital  spending  when  gks 
funding  lapsed.  And  they  have  postponed  needed  capital  projects  as  a 
result. 
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